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Creating a safe and secure world,
together

From submarines beneath the waves
to secure communications in space,
Babcock plays a critical role in
international defence.

In a world of significant geopolitical
instability, national security has never
been more important. Governments

are having to balance rising costs with

a pressing need for greater and more
robust defence and international
collaboration. Ensuring those critical
services are readily available, affordable
and long-lasting is a vital task. Now more
than ever, what we do matters.

No-one is closer to our customers, or

as dedicated to their cause. We make
their mission, our mission; delivering the
capability they need, available to them
wherever and whenever and however
they need it. Whether it’s applying
engineering excellence or the latest
technology, we combine our expertise
with a practical mindset.

Our transformation is delivering results;
we are stronger, more resilient and
more disciplined, with the right platform
to deliver sustainable, profitable growth.

Our customers, and the mission we
share, inspire us each and every day to
strive for excellence as we create a safe
and secure world, together.

Scan here to watch
our Purpose film
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2023 financial highlights

Revenue
profit

f46m

2022: £227m

£4,439m

2022: £4,102m

Statutory cash
generated from
operations

£349m

2022: £42m

Underlying

£75m

2022: £(191)m

Statutory operating

free cash flow*

Underlying operating
profit*

£178m

2022: £238m

Net debt/EBITDA
(covenant basis)*

1.5x

2022: 1.8x

* Underlying operating profit, underlying free cash flow and net debt/EBITDA (covenant basis) are defined as Alternative Performance Measures, please see below.

2023 strategic highlights

Completed portfolio
realignment programme,
Group revenues now over
two thirds defence

Integrated ESG into our
long-term planning
process and performance
framework

Adjustments between statutory and underlying

The Group provides alternative performance measures, including underlying
operating profit, underlying free cash flow and net debt to EBITDA, to enable
users to better understand the performance and earnings trends of the Group.
These measures are considered to provide a consistent measure of business
performance from year to year. They are used by management to assess
operating performance and as a basis for forecasting and decision-making,

as well as the planning and allocation of capital resources. They are also
understood to be used by investors in analysing business performance. The
Group has defined and outlined the purpose of its alternative performance
measures (APMs) in the Financial Glossary on page 38.

The Group’s APMs are not defined by IFRS and are therefore considered to be
non-GAAP measures. The measures may not be comparable to similar measures
used by other companies and they are not intended to be a substitute for, or
superior to, measures defined under IFRS. The Group’s APMs are consistent with
the year ended 31 March 2022, with the addition of excluding the Type 31 loss.

Further investment in
improving the control
environment and project
risk management

Published capital
allocation policy with a
commitment to reinstate
a dividend in FY24

Progressed delivery of
our ESG strategy and
commitments

Confidence in
achievements to date
and our future has
enabled us to set medium
term guidance

Forward-looking statements

Statements in this Annual Report, including those regarding the possible

or assumed future or performance of Babcock or its industry, as well as any
trend projections or statements about Babcock’s or management’s beliefs

or expectations, may constitute forward-looking statements. By their nature,
forward-looking statements involve known and unknown risks and uncertainties
as well as other factors, many of which are beyond Babcock’s control.

These risks, uncertainties and factors may cause actual results, performance or
developments to differ materially from those expressed or implied by such
forward-looking statements. No assurance is given that any forward-looking
statements will prove to be correct. The information and opinions contained
in this Annual Report do not purport to be comprehensive, are provided as

at the date of the Annual Report and are subject to change without notice.
Babcock is not under any obligation to update or keep current any information
in the Annual Report, including any forward-looking statements.
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At a glance

Our business today

Creating a safe and secure world, together

Babcock is an international defence company operating in our focus countries of the UK, Australasia, Canada, France and South
Africa, with exports to additional markets with potential to become focus countries. We meet our customers’ key requirements of
affordability, availability, and capability.

What we do

We provide frontline and equipment support, training, product design, manufacture
and integration, and technology and systems to defence, security and civil markets.

Support

We provide through-life technical and engineering support for our customers’ assets,
delivering improvements in performance, availability and programme cost. We deliver

Availability Affordability

complex programme support to defence and civil customers, including frontline support, babcock
equipment support and technical training for naval, land, air and nuclear sectors.

Product

We design and manufacture a range of specialist defence and civil equipment, from ships

and submarine components to liquid gas systems and weapons handling systems. We also Capability

provide integrated, technology-enabled solutions to our defence customers in areas such
as secure communications, electronic warfare and air defence.

We deliver effective and adaptable solutions that optimise capability, availability
and affordability through our four sectors, Marine, Nuclear, Land and Aviation.

Where we operate

Q Q
0 A

Key

9 Focus country 9 9
9 Additional markets 9 9

FY23 global revenue profile*

UK ANZ SA| FRA |CAN ROW
67% 8% 7%| 4%| 3% 11%

£4.0bn 68% >26,000 £9.5bn

FY23 revenue* Defence* Employees Contract backlog

* We present FY23 revenue and splits excluding divested businesses (c.£420 million) to better reflect the Group today.
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Delivered across our four sectors

Marine FY23 revenue profile

36% of FY23 revenue*

_ e UK and international warship through-life support: design,
& build, assemble, maintain, upgrade £1.4bn

e International submarine through-life support

e Global naval exports: ship design, military equipment
and engineering support

* Energy and marine equipment and support Il 77%Defence [l 53% UK
W 23% Civil B 47% International

e Digital defence, communication and mission systems

|\ [Tle[-F]4 FY23 revenue profile

29% of FY23 revenue* ’

e Support all UK nuclear submarines and infrastructure

+ Own or manage key infrastructure and naval bases £1.2bn
e Nuclear submarine dismantling

e UK civil nuclear new build, generation support
and decommissioning projects

I 86% Defence [l 100% UK
W 14% Civil B 0% International

e UK and international nuclear services

Land FY23 revenue profile*
25% of FY23 revenue*
e Asset management and engineering support for British
* Army vehicles £1.0bn

e Technical training and support for the British Army

e Emergency services technical training and fleet
management

 South Africa engineering and equipment businesses Il 35% Defence [l 60% UK
W 65% Civil B 40% International

 Digital defence communications

Aviation FY23 revenue profile*
10% of FY23 revenue*

* UK and French pilot training and support
* Military aircraft engineering and airbase support £0.4bn

 Military and emergency services aircraft maintenance,
repair and overhaul

» Air ambulance, search and rescue and firefighting services

. . 63% Defence 36% UK
in our focus countries u |

W 37% Civil B 64% International
Strategy and . Our ways
ategy Market review V. ESG strategy
business model of working
| @l See pages 6 and 20 | @l See page 18 See page 4 See page 58

* We present FY23 revenue and splits excluding divested businesses (c.£420 million) to better reflect the Group today.
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Our ways of working

Driving operational excellence

Introduction of ‘Blueprint of Control
Improvements’ covering over 500
improvement actions.

Appointment of new Group Director of Internal
Audit, Risk Assurance & Insurance.

Establishment of new Risk Committee to provide
executive leadership and oversight of risk
management.

Completion of a global banking services transition,
including reduction in number of bank accounts.

Upgrade in Treasury and Tax capability and
strengthening of the Finance function.

| | See pages 87, 88, 89 and 125

Enhanced internal controls

Completed portfolio realignment to

simplify and focus on core defence

business and adjacent markets .
Strengthened balance sheet with a reduction in net

debt of c.£400 million.
Embedded Group-wide operating model, including ‘

global functions.

Implemented global procurement risk management
process, including robust category management
and tool to assess risk on delivery and cost.

u See page 12

Focused business

Launched a global Business
Management System to standardise
processes across the Group

Global project management framework launched,
defining and standardising categorisation.

New Babcock role framework, providing
standardisation and clear job progression pathways.

Agile working framework and new Delegation of

Standardised processes Authority matrix embedded across Group.

u See pages 13, 78 and 107
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In FY23 we invested in controls and process improvements to realise efficiencies,
increase resilience, and improve delivery and risk management

Clear ‘tone from the top’ driven
by our Purpose and Principles

Conducted first global people survey for
over a decade.

Consistent people plans in place at Group,

Sector, Country and business unit level.

Launched programme to define leadership
expectations, piloted frontline leader module.

Strengthened corporate culture Developed reward benchmarking toolkit.

| 8 See pages 75, 78 and 82

Enhanced reporting on progress
against targets to Board.

Drive to achieving Net Zero by 2040 across
our estates and operations underway.

Introduced new Employee Assistance
Programme provider.

Launched new Sponsorship and Employee
Volunteering policies.

Climate-related risk assessment integrated

into five-year plan Focus on ESG

See page 58, 60, 68, 80 and 107

New commercial function with a
focus on optimising commercial risk
management.

Standardisation of commercial and operational

reviews, including financial and accounting impacts
and 12-monthly rolling forecast.

Deep diveassurance reviews on significant contracts.

Regular engagement with customers and supply
chain, including via Strategic Partnering Programme.

More responsive
contract management

u See pages 13, 56, 88 and 93
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Our strategy

Our strategy

Strategic framework

Purpose
To create a safe and secure world, together.

Strategy

Our growth strategy is focused on three key areas:

Leverage our technical capability in Build strategic partnerships with Deliver our ESG objectives

growth areas of defence and security our key customers « Progress our five ESG priorities and

e Grow internationally, both in * Work with our customers to deliver apply our framework for integrating
our focus markets and through critical solutions sustainability into growth

export opportunities « Develop innovative solutions to Promote vital the role of defence and
e Grow our UK business through solve complex challenges faced national security aligned with ESG
increased scope and market share by our customers

How we deliver
We deliver our strategy through the provision of a range of support and product solutions
|
Support Product

Deliver technical support and critical services Design, manufacture and integrate
to our defence and civil customers specialist systems

Design, develop Technology and

Frontline support Equipment support Training and manufacture systems integration

Through our four sectors

Our capabilities span four key markets, with around 70% of our business in defence

Marine Nuclear Land Aviation

- " - seemmes -

Our strategy aims to deliver

Over the medium and long-term, we are focused on delivering value for all our stakeholders

Improved outcomes A better place Returns for
for our customers to work our shareholders

6 Babcock International Group PLC | Annual Report and Financial Statements 2023
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Strategic progress

Two years into our turnaround - building momentum

Stabilise

Portfolio alignment

complete Execute
FY23 Net debt

to EBITDA Driving operational

1.5x improvement
FY23 cash conversion*

110% Pursuing growth
opportunities

FY23 organic revenue growth

10%

*Excluding the Type 31 loss

Strategic near-term priorities
e N
Pursue growth Drive operational Focus on
opportunities improvements cash flow

e International land & aviation support e Improve programme execution
¢ Global naval strategies incl. AUKUS e Enhance processes and controls
e Defence digital & systems integration e Improve profitability

e Optimise cash flow in bids
e Improve cash efficiency in portfolio
* Deliver consistent cash conversion

Linked to our medium term guidance and KPIs

Organic revenue Underlying Underlying
growth operating margin free cash flow

Our strategy in action in FY23

- =

e Ukraine MRO & France aviation support ¢ DSG improved contract performance
e Poland MIECZNIK & AUKUS positioning e Project management framework launch
e UK Skynet & Australia defence comms e Culture focus through employee survey

e Australian defence comms cash profile
* Normalised working capital
* 110% cash conversion (excl. Type 31 loss)
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Innovation and technology

Technology-led solutions

The environment in which we work is
increasingly digital, which brings both
challenges and opportunities. It’s a landscape
Babcock understands, allowing us to plan,
compete and work in partnership with our
customers for our joint success.

As a Group we will continue to focus on growing and developing
our data and digital solutions, building on the progress made in areas
including Advanced and Additive Manufacturing, synthetics and
simulation technology and our Autonomous Systems programmes.
It isn’t just about the technology. Over the past year we have worked
hard to create a better culture around our digitally engaged
workforce. After all, it is our people using the technology who will
make the difference.

Data & Digital

We will continue to invest in digital and data solutions to maximise
the information advantage these technologies can bring. They will
help us meet the complex engineering challenges our customers
face, whether it is digitising or even retrofitting digital twins onto
legacy assets or managing satellites in space.

Alongside our deep engineering experience, digital and data
technologies will allow us to better understand, predict and
enhance the performance of the assets we manage, make better
engineering decisions, reduce risk and improve service delivery.
We are already delivering this for our customers across contracts
such as the Future Maritime Support Programme and DSG.

Digital Facility

This year we completed the first phase of our digital advanced
manufacturing facility at Rosyth, a major project milestone.

This will give Babcock a world-class digital shipbuilding facility,
but our vision is for this to grow and become a blueprint for how
we adapt our other sites around the world.

Improvements we have made include shop floor digitisation and
digitally integrating a complete IT infrastructure network. This will
significantly improve operational efficiencies, again driving costs
down for our customer, and reducing our carbon footprint.

We have introduced mobile devices linked to enterprise resource
planning (ERP) and Product Data Model data so we can provide
real-time quality assurance and completions management, putting
our people at the centre of our technology journey. Cetting the
right data into the right hands is critical for businesses like ours.
The digital facility allows our operators to have information at the

point of use, driving a much more efficient solution for our customers.

We have introduced a state-of-the-art digitally enabled panel line,
including robotic welding and vision scanning systems. The panel line
is fully connected to the design 3D model and single planning tool to
optimise the operation of the individual production units in the panel
line, driving increased throughput and lower waste volumes whilst
delivering engineering excellence.

We have also invested in a T-Beam machine at Rosyth that can
robotically weld a 3.7 tonne beam in 20 minutes, resulting in a 300%
productivity increase. Investing in digital technology this way also
provides a safer working environment for our people who can now
operate the technology remotely.

Over the next year we will look to invest in specialist co-bot
technology to further develop our automation welding processes,
whilst retaining the deep engineering skillset of our people.

Advanced analytics to adaptive learning

We believe a major area of future growth is in our training business
where data management, analysis and collaboration are becoming
an increasingly critical factor.

Not only is the battlespace landscape evolving, the roles of people
manning submarines, on the frontline or piloting fighter jets are also
evolving. This is an exciting area which brings together the latest R&D
and cutting-edge technologies, such as sensors on soldiers and Al to
adapt learning to the individual. Combining the advanced analytics
from the sensors with the technology skills of our people means we
can begin to analyse and understand human performance. Having the
ability to understand and translate this type of data allows the
possibility of responding in real-time to critical human conditions
such as fatigue and stress.

The opportunities are significant; not just in our delivery of existing
contracts such as our support of the London Fire Brigade, but in
positioning us for future ones such as becoming the UK Ministry of
Defence’s Collective Training Transformation Partner.

Future

Given the scale and complexity of the contracts and assets we
manage, data exploitation, integration and intelligence will be a key
part of our journey along with human performance. We have recently
invested in a data integration platform which will allow us to deliver
a vast array of digital services and solutions to drive increased
efficiencies in time and money.

In line with our customer’s strategic goals we are transitioning to a
cloud-based system where our businesses can self-deliver data-driven
solutions. This is expected to reduce the time and cost spent managing
and integrating data from previous systems. The foundations we are
laying today will position Babcock as a technology-led data-driven business
backed by a strong digital culture and a digitally engaged workforce.

Benefits

* Delivery of data insights more cost effectively and at pace, as we
realise the benefits more quickly for ourselves and our customers

* Increased opportunities for our employees, as we create highly
skilled jobs and a digitally enabled workforce

¢ Increased data intelligence, enabling us to increase platform
and system availability

8 Babcock International Group PLC | Annual Report and Financial Statements 2023
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Advanced Manufacturing

In addition to the digital facility at our site in Rosyth, we continue
to build on the successes of the past year. In January we became
the Ministry of Defence’s first supplier of 3D metal printed parts
used to sustain vehicles in the British Army’s active armoured fleet.
This was a major milestone for Babcock and the customer in tackling

the growing challenges of technical and commercial obsolescence.

As a result, we have established a new Materiel Availability Services
team in our Land sector, striving to ensure more materiel is in the
right place at the right time.

Digital solutions such as advanced and additive manufacturing are
becoming increasingly significant for Babcock in the management
of complex, critical, legacy, and low-volume assets. Printing parts in
this way supports our sustainability journey as we realise the benefits
of reduced inventory holding and energy consumption.

In February, we enhanced our relationship with Additure to further
develop our digital manufacturing capability. This venture allows
us to focus on increasing platform availability, collaborate on new
digital solutions and better manage the challenges around
complex, critical, low-volume parts.

Future

Our work in this area is part of a longer-term global advanced
manufacturing investment programme. Our vision is to develop a
capability that will enable the printing of components anywhere as
the need arises, whether onboard vessels at sea or at military sites
abroad, giving those on the frontline the ability to print on demand.

Benefits
 Increased materiel availability in legacy & low-volume supply chains
e Reduced need to hold physical inventory for low-volume use items

e Safeguard against the challenges of technical and commercial
obsolescence

Autonomous Systems & automation

We are excited about the future of Autonomous Systems as we
explore the development of new types of uncrewed vehicles.
Over the coming year we will work closely with industry and
academic partners to develop intellectual property (IP) alongside
new and disruptive technology applications, where we are seeing
significant demand both in the UK and overseas.

We were the first major defence company to be invited to host

an event at the UK MOD’s new flagship technology and innovation
hub, The Defence ‘BattleLab’, bringing together SMEs for a live
autonomous vehicle demonstration and demonstrating our
commitment to innovate in this area. This marked a milestone in
autonomy, heralding the first live demonstration of an autonomous
multi-vehicle convoy across an array of SME-designed technology
and showcasing our commitment to innovate with others.

In May 2023, we responded to a customer requirement to develop,
build and flight-test a novel jet powered Unmanned Aircraft System
solution. Collaborating with SMEs and academia, we delivered a
rapid prototype to first successful flight in just 19 days.

Future

We have already shown that unmanned vehicles can carry out a
multitude of tasks simultaneously, while being safely controlled at

a distance. We will continue to advance our SME relationships and
develop IP for autonomous technology, whilst seeking opportunities
to work with our customers to accelerate growth across all
technology focus areas.

Benefits

e Enhanced capability: increased range and endurance means
more coverage of battlespace surveillance, intelligence,
reconnaissance and weapons systems

* Ability to perform complex tasks and operate equipment at
a safe distance from dangerous environments

* Increased cost effectiveness: cheaper and quicker to
manufacture than traditional solutions

Babcock International Group PLC | Annual Report and Financial Statements 2023 9



Chair’s statement

A stronger, more resilient, more
disciplined Babcock

Last year | told you of the steps we were taking

to address the historic underperformance of

the Group. This year | am delighted to confirm

that having successfully completed our portfolio

Read Ruth's biography on page 108 alignment programme, our work to stabilise
the Group’s balance sheet is complete.

Ruth Cairnie
Chair

We made strong progress against our goals in the year, particularly
through the introduction of enhanced systems and processes to

m reduce risk across the business and capture the opportunities
emerging from a positive market for defence.

lam dEIIghtEd to confirm that our Babcock is now starting to run as it should; the work we have
TR : : undertaken over the last two years has made us a stronger, more
work to stabilise the business is resilient, and more disciplined company, able to look to the future
comp/ete; we are now a Stronger, with confidence. As a result, the Board expects to reinstate a
more resilient, and more disciplined dvidend in FY24.
company. Our focus now increasingly Our second full year of turnaround has seen us deliver double-digit
. organic growth and a strong cash performance against a backdrop
turns to execution and gl'OWth aswe of global change (see page 12). Our focus is now increasingly
look to the future with confidence.” turning to execution and growth, centred on our core market of
defence, and adjacent markets which need our specialist skills and
Ruth Cairnie unparalleled experience of supporting the armed forces.
Chair

10 Babcock International Group PLC | Annual Report and Financial Statements 2023
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Now more than ever, what we do matters

Given the geopolitical changes experienced over the last year,
national security has never been more important. As global tensions
escalate, and as the conflict in Ukraine continues, military spending
is rising. Even allowing for inflation, last year saw the steepest
year-on-year increase in Europe in at least 30 years, according to
the Stockholm International Peace Research Institute.

Our defence customers have increasingly complex requirements,
driven by a world of evolving threats, the requirement to deliver
value for money and the need to develop new and enhanced
capability at ever greater pace. Guided by our Purpose, to create
a safe and secure world, together, Babcock is well placed to
provide the affordability, capability and availability our customers
demand in today’s uncertain times. Now more than ever, what
we do matters.

Our strategy looks to leverage our capability to deliver technical
support and critical services to our defence and civil customers
and to design, manufacture and integrate specialist equipment.
This is underpinned by the progress we have made in our
turnaround journey.

From submarines below the waves, to armoured vehicles on the
ground, to satellites in space, we are well-positioned to take
advantage of the opportunities afforded by our customers’
evolving defence requirements.

In March 2023, the US, UK and Australia unveiled plans for a new
‘AUKUS’ pact, including the supply of nuclear-powered submarine
technology to Australia. Babcock plays a critical role in all three
countries’ submarine programmes today. Our long experience

of nuclear infrastructure, workforce upskilling and regulatory

and safety stewardship means we are ideally placed to help
deliver a nuclear-powered submarine capability for the Royal
Australian Navy under the AUKUS agreement.

In the land domain, as we announced in July 2023, we are
honoured to stand with the Ukrainian and UK Governments by
providing critical operational support to the military vehicles
provided by the UK to Ukraine. This sustainment agreement
strengthens our existing relationship with Ukraine and builds
on the tripartite Memorandum of Implementation signed by
Babcock and the two governments in June 2021.

And we are safeguarding secure communications in space, an
increasingly critical domain in the defence of nations. In February
2023, we, with our partners, were awarded the contract to
manage and operate Skynet, the UK Ministry of Defence’s military
satellite communication system. Babcock is a world leader in secure
communications for the military, having been awarded a major
multi-year programme to upgrade the Australian Defence Force’s
Defence High Frequency Communication System in October 2022.

Control environment

Over the last year we have enhanced the Group’s control
environment, fostering a consistent risk approach. We aim for
predictability and optimisation of performance through
continued investment in systems, in internal controls, and,
through our far-reaching culture change programme, in our
people (see page 4 for our Ways of Working).

» Financial Statements

This discipline will enable us to improve delivery on existing
projects, as we have in our DSG contract for the maintenance,
repair and overhaul of military land vehicles and equipment in
the UK, and capture efficiencies. With more structure around the
management of financial and commercial risk, we are enhancing
our ability to deliver sustainable, profitable growth. Wherever |
look, | see signs of progress.

We are also actively managing our exposure to historically onerous
contracts, which we expect to replace over time with higher quality
work. Our strong operating cash performance, together with the
proceeds of divestments, has enabled us to accelerate pension
payments and reduce our net debt, so that we could remain within
our target gearing range of 1x — 2x net debt to EBITDA despite the
impact of the Type 31 loss on our FY23 reported profit. Excluding
the loss, our gearing ratio (on a covenant basis) would have been
1.1x (see page 31). We are now a business which can withstand
such unforeseen events.

We also continue to build our positive relationship with our

UK defence customers, working closely with them to deliver

their goals in both the UK and on the international stage. As a
strategic supplier to the UK Government, we play a critical role

in maintaining national security — as indeed we do with our
customers outside the UK. We are currently in discussions with the
UK’s Submarine Delivery Agency and the Royal Navy regarding a
long-term strategic partnership to ensure the stable, effective and
efficient delivery of deep and base maintenance of submarines.

We continue to focus on driving continuous improvement as we
build upon our established corporate safety standards, supported
by the introduction of a Group-wide ‘Safety starts with me’
programme. | am also encouraged by how our increased focus on
ESG has been welcomed across the Group and by our customers
and is being embedded into ‘business as usual’ at all stages, from
bid design to programme delivery. Our approach to sustainability is,
and will continue to be, integral to our strategy.

None of this progress would be possible without our dedicated
people. Whenever | visit our operations, | am inspired by how
much our people care about what they do - they are collaborative,
committed and able to work flexibly and at pace to get the job
done. Whether it’s applying engineering excellence or the latest
technology, they have embraced the challenge of striving for
excellence in service of a safe and secure world.

Ruth Cairnie
Chair

Babcock International Group PLC | Annual Report and Financial Statements 2023 1




CEO review

CEO statement
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David Lockwood
Chief Executive Officer

Read David’s biography on page 108

When we started our
transformation, my first goal was to
stabilise and strengthen the balance
sheet and I’'m delighted to say that
work is complete. Babcock is now a
higher-quality, lower-risk and more
predictable business, with a clear
focus on execution.

David Lockwood
Chief Executive Officer

v

Introduction

Our transformation is delivering results. In FY23, we successfully
delivered double-digit organic revenue growth, underlying
margin expansion and a significantly better than expected
cash performance against a backdrop of economic turbulence.

Following completion of the portfolio alignment programme,

over two-thirds of the Group’s revenue is now concentrated on
defence, with this percentage expected to increase over time.

We have significantly strengthened the balance sheet and
enhanced risk management systems, underpinned by our work to
embed a new corporate culture focused on execution and growth,
aligned with our ESG strategy. While we have further to go,
Babcock is now more stable, more resilient, and better able to
capture the many growth opportunities before us.

As a result, the Board expects to reinstate a dividend in FY24
after a three-and-a-half-year hiatus. Over the medium term we
are targeting average annual organic revenue growth® in the
mid-single digits, an underlying operating margin"G) of at least
8% and underlying operating cash conversion"® of at least 80%.

12 Babcock International Group PLC | Annual Report and Financial Statements 2023
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Strong underlying FY23 results

Our second full year of turnaround delivered strong underlying
performance excluding the £100 million loss on the UK Ministry of
Defence (MOD) Type 31 programme, where we have entered a
Dispute Resolution Process (DRP). We have delivered organic
revenue growth of 10%M?), a 50 basis point increase in

underlying operating margin™®), underlying operating cash
conversion™@ of 110%, and underlying free cash flow!) of

£75 million, significantly ahead of expectations, despite ongoing
macroeconomic headwinds.

Due to our strong cash performance, we accelerated pension
deficit payments by an additional £35 million and reduced our net
debt excluding operating leases by £211 million. At 1.5x, our net
debt to EBITDA!" gearing ratio remains within our target range of
1.0x to 2.0x (on a covenant basis) (FY22: 1.8x). Excluding the
Type 31 loss our gearing ratio would have been 1.1x.

Our contract backlog of £9.5 billion, grew organically by 7%,
reflecting the demand for our specialist capabilities in our core
defence and security markets and underpinning our confidence
in the future.

A better Babcock

In the last two years since we began our turnaround programme,
we have made excellent progress across our three pillars of
Stabilise, Execute and Grow.

Stabilise: balance sheet strengthened

The sale of the European Aerial Emergency Services business (AES)
to Ancala Partners in February 2023 completed a two-year portfolio
alignment programme to strengthen the balance sheet and focus
on the Group’s chosen markets.

The programme realised total cash proceeds of c.£640 million,
well exceeding our initial target of above £400 million, and
reduced lease liabilities by c.£340 million. As a result of this and
a better-than-expected operating cash performance, net debt at
31 March 2023 was £564 million, representing an aggregate
reduction of £789 million over two years. Over the same period,
our net debt to EBITDAM® gearing ratio (on a covenant basis)
reduced from 2.5x at March 2021 to 1.5x at March 2023.
During the period we have also fully paid off c.£400 million of
deferred creditors and supply chain financing arrangements.

A focused and differentiated portfolio

Our portfolio is now aligned with our strategy to leverage our
capabilities in growth areas of defence and security. On a proforma
basis®), 68% of FY23 revenue is derived from the defence market,
which we expect to steadily increase over time.

» Financial Statements

We are predominately focused on services, with most of our
business providing complex programme support to UK and
international customers in support of their requirements of
capability, affordability and availability. The balance of our
operations comprises the design, manufacturing and integration
of specialist equipment and technologies for our defence and
civil customers.

With Stabilisation complete, our strategy is now firmly focused
on delivering value through continual operational improvement
and sustainable growth.

Execute: ongoing operational improvement

We have made further progress in operational delivery across the
Group, underpinned by a strengthened corporate culture which
drives better outcomes for all our stakeholders. Our work to drive
cultural change centres on our people. In October 2022, we
concluded the first Group-wide survey of employees for more than
10 years. This achieved a response rate of 79%, demonstrating a
high level of engagement. The survey results have driven the
development and implementation of action plans as part of our
overarching People Strategy. Examples include the launch of a
Babcock Role Framework to transform the employee experience,
defining and standardising role categorisation and opening
professional development pathways and career opportunities.

We are fostering a consistent Group-wide risk-based control approach,
aiming for predictability and optimisation of performance through
investment in systems, controls and the expertise of our people.
While there is still much to do, operational improvement will
continue to be a key driver of margin expansion, cash generation
and higher returns over the coming years.

Enhanced control environment

During the year we launched a number of Group-wide process and
control initiatives and functional changes developed to improve
efficiency, enhance our control environment, and fundamentally
reduce risk in the business. We designed and implemented a Global
Project Management Framework to standardise and professionalise
project management across the Group. This framework includes
our Integrated Project Controls processes which enhance our ability
to make data-driven decisions, which is key to improved delivery
and mitigation of risk in our major projects.

We have also introduced a new centre-led commercial function
tasked with optimising commercial risk management and have
implemented 15 key ‘Blueprint’ fundamental management review
controls which mitigate significant contract management,
commercial and financial reporting risks. We also launched a
Group-wide Global Business Management System which will drive
commonality and best practice across the business.
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CEO review (continued)

Enhanced delivery

We are proactively managing exposure to historically onerous
long-term contracts and focusing on replacing them with higher
quality orders with improved terms and/or a lower execution risk
profile. At the beginning of the turnaround, we identified a small
group of higher risk legacy contracts that generated zero margin.
Associated revenue from these contracts continues to reduce from
over £400 million in FY22 to less than £300 million expected in
FY24, through a combination of contract completion and delivery,
such as the Vanguard life extension (LIFEX), and efficiency
improvements, such as DSG, both described below.

We recently concluded the Devonport elements of the highly
complex — and first of its kind — LIFEX of a Vanguard Class
submarine, with the first vessel returned to the UK Royal Navy

in May 2023 after seven years. This was one of the largest and
most complex submarine engineering projects undertaken in the
UK, with HMS Vanguard being the first of her class to receive an
extensive life-extension and upgrade package - essentially a
rebuild rather than a traditional refit. We have learned many lessons
in how to scope contracts, mobilise and deliver such a complex
project. The novel and significant risk associated with this unique
project is now behind us. Mobilisation for the next submarine in
the programme, HMS Victorious, is now underway, on contract
terms that allow us to manage programme risk more effectively
and improve delivery.

A successful example of the turnaround improving programme
delivery is the 10-year DSG contract awarded in 2015 for the
maintenance, repair and overhaul (MRO) of British Army land
vehicles and equipment. Following a radical overhaul of the
operation to raise productivity, we have markedly improved
operating performance and delivery for our UK MOD customer,
who has formally notified us of their intention to exercise up to
five option years with modifications that will contribute to better
outcomes for the customer and for Babcock. We continue to
evolve complex vehicle support and maintenance solutions that
could lead to future opportunities in the UK and internationally.

Earlier this month we were awarded an initial one-year, c.£50
million contract, with options to extend, by the UK MOD to support
urgent operational requirements for Ukraine’s military land assets
as part of the UK’s support for the country.

Further advancing our ESG strategy

Over the year, we have made progress in the delivery of our ESG
strategy and corporate commitments, while increasing disclosure
on key sustainability interests. In April 2023, we submitted our
interim and Net Zero carbon reduction targets to the Science Based
Targets initiative (SBTi) and we conducted a strategic climate-
related risk assessment as input to our five-year planning process.

We are also continuing to integrate our five ESG priorities, which
provide a comprehensive framework for integrating sustainability
into the business:

. Reduce emissions and set Net Zero 2040 targets

. Integrate environmental sustainability into programmes

. Ensure the safety and well-being of our people

. Improve communities, and provide high-quality jobs

. Be a collaborative, trusted partner across the supply chain

UuphwnN =

In addition, we have further embedded ESG into our performance
framework with remuneration linked to our Net Zero emissions
target and diversity and inclusion targets, measured through

our KPIs.

More broadly, we have a critical role in global defence and national
security in the countries in which we operate. As global instability
and political turmoil increases, we support the view that democracies
need to be able to defend themselves from aggressors. Without the
stability provided by strong defence, it is challenging for governments
to progress environmental or social improvement measures.

Nuclear power, and in some instances nuclear deterrent, form a
crucial part of the resiliency framework developed by many
democratically elected Governments. Babcock has been supporting
the UK’s commitment to its Continuous-At-Sea Deterrent for over
50 years, while also delivering critical civil nuclear engineering.

We will continue to support our customers, both with their defence
agenda and their commitment to generate low emission power
from nuclear energy.

Financial risks being better managed

Inflation: The macro-economic environment remains volatile,
although there are signs that the extreme inflationary pressures
experienced over the last year are beginning to recede, albeit
slowly. Approximately two-thirds of our revenue base has some
measure of protection for inflation. The remainder are, “firm”,
fixed-price contracts which retain some inflation risk. Many are
relatively short term (one to two years), giving us the opportunity
to replace them with improved terms.

The Group’s largest exposure to inflation is rising labour costs
(approximately 50% of the cost base of the fixed-price contracts),
particularly within the UK. The Group addressed labour cost in the
UK for FY23 with a pay deal that targeted all but the higher paid
employees to assist in the cost-of-living increases. This pay deal
resulted in a c.£25 million FY23 cost increase over and above costs
that could be recovered through extant contracts, which we have
offset through other efficiencies. The FY24 pay cycle has commenced
and we continue to expect to offset unrecoverable increases through
targeted efficiencies.
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Grow - building momentum

Our portfolio is now aligned with our growth strategy. This will
leverage our technical capability to grow our defence and services
business, both internationally and in the UK. The defence market
backdrop remains supportive, driven by geopolitical instability and
a heightened threat environment, although global financial
pressures do also remain acute.

Whether it be through engineering support such as maintaining

or extending the life of complex assets, through the design and
manufacture of specialist equipment, or through the integration of
new technologies into innovative and cost-effective solutions, we
see significant opportunities in our defence and adjacent markets.

Growth drivers

It is becoming clear that the events in Eastern Europe and growing
tension in the Asia-Pacific region are driving planned increases in
global defence expenditure. Whilst some additional funding will

go to new equipment, there is a realisation that increasing the
availability and capability of current military assets is crucial. As we
are largely platform-agnostic, we partner with delivery agencies - in
some cases as a Design or Technical Authority - to support them as
they make critical decisions to modernise and life-extend ageing
assets and platforms.

As defence operations modernise, so too will the support required
to deliver campaigns. The outsourcing of frontline support and
services that require skilled, engineering-based capabilities will
continue to grow, as will the need for specialist training.

The rapid pace of technology and ever-changing threat
environment is driving the need to deliver military capability
with agility and at pace. Our technology and systems integration
expertise, including capability insertion and equipment
modernisation, continue to drive growth.

Evidenced through our sectors

Marine - increasing naval support and technology opportunities
in the UK and internationally

As a leading provider of naval ship and submarine support and
maintenance to UK, Canadian, Australian, US and New Zealand
navies, we see opportunities emerging in the short term as a result
of the increased operational tempo and, over the longer term,
through life-extension and naval fleet modernisation strategies.

In the UK, our ability to deliver complex, cost-effective support has
allowed us to secure several new naval support contracts in the
year, including a critical 10-year docking contract for the Queen
Elizabeth Class aircraft carriers and a contract to support the UK
Government’s research vessel fleet.

In Australia, following our appointment as the Regional
Maintenance Provider with responsibility for managing the
support of Royal Australian Navy (RAN) vessels in Western Australia,
further opportunities are emerging as the RAN re-organises its ship
support model. Elsewhere we are seeing opportunities to support
our international customers, for example, following our recent
programme to regenerate ex-UK Royal Navy Sandown Class mine
countermeasures vessels for Ukraine.

» Financial Statements

We are continuing to experience international interest for the
proven Arrowhead 140 naval ship design used on the UK Type 31
frigate programme, both in our focus countries and other export
markets, driven by demand for affordable naval power.

The investments we have made in our advanced manufacturing
facility in Rosyth are not only allowing us to deliver new performance
standards in UK warship build but are drawing interest from other
domestic and international customers who value our flexible,
scalable advanced and modular manufacturing capabilities. A key
part of that capability is the delivery of missile tube assemblies for
the UK Dreadnought and US Columbia Class submarine programmes
where Rosyth is the programme centre of excellence for tube
manufacture as a result of investments in advanced robotic solutions.

Demand for our Liquid Gas Engineering (LGE) products and
innovative technologies for the processing, handling and storage
of liquefied gas remains strong as our customers look to satisfy the
growing global demand for cleaner energy solutions to replace
traditional fossil fuels such as coal. We continue to innovate in this
area, seeking commercially scalable technologies for the transport
and management of gas and liquid fuels that can help to reduce
the industry’s carbon emission burden.

We command a strong position in the defence digital market.

In the year, we were awarded a six-year c.£400 million contract

to manage and operate Skynet, the UK’s military satellite
communications system, part of the MOD’s c.£6 billion Skynet 6
programme, marking a significant opportunity in the space domain.

Nuclear - growth across defence and civil nuclear markets

Babcock sustains the entirety of the UK Royal Navy’s nuclear-
powered submarine fleet. The major programme to modernise
submarine infrastructure across Devonport continues to grow as
the UK progresses a multi-year phase of class transition, which
will lead to concurrent support of four classes of nuclear-powered
submarine — Trafalgar, Vanguard, Astute and, ultimately,
Dreadnought. Our upgraded facilities will support and maintain
the UK’s critical subsea and nuclear deterrent capability for
decades to come.

During the year, we launched the Submarine Availability Partnership
with the UK MOD and Submarine Delivery Agency (SDA) to improve
submarine availability over the long term. We are currently in
discussions with the SDA and the Royal Navy with the intention

of finalising a long-term strategic partnership to ensure the stable,
safe, effective and efficient delivery of deep and base maintenance
of submarines.

We welcome the announcement from the Australian, UK, and US
Governments (AUKUS) regarding the decision for acquisition of
nuclear-powered submarines. We play a critical role in all three
countries’ submarine programmes today. Our experience of nuclear
infrastructure, workforce upskilling, and regulatory and safety
stewardship, combined with our unique expertise in nuclear
submarine design and through-life support, positions us ideally to
help to deliver a nuclear-powered submarine capability for the RAN.
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CEO review (continued)

In civil nuclear, we recently secured a contract with the Japan
Atomic Energy Agency (JAEA) to provide specialist capability in
support of the decommissioning of the Monju Prototype Fast
Reactor (PFR) in Fukui Prefecture. In the UK, through our specialist
nuclear capabilities and our advanced manufacturing experience,
we are well positioned for opportunities to support the build of the
new fleet of advanced or small modular reactors to be developed.

Land - MRO and training contract wins underpin growth

Demand for our specialist land equipment MRO and fleet
management capabilities is strong. Our work to deliver urgent
operational requirements to revalidate and modernise land assets
and gifted equipment in support of operations in eastern Ukraine
has recently led to the award of an initial one-year contract to
support Ukraine’s military land equipment, including maintenance
of critical military vehicles, training of Ukrainian personnel, and
management of supply chains and spares.

Our global reputation for asset support is allowing us to expand our
operational role in France. We are pursuing a number of emerging
opportunities following the award of our first land support contract
in France, a 10-year contract to support air transit and aircraft
operations equipment across 26 military bases.

Training personnel is a critical component to support new defence
equipment and asset modernisation programmes. We see significant
opportunities for partnership and growth. In the UK, we are
collaborating with training partners for the British Army’s

£1.3 billion Collective Training Transformation programme.

Through our relationship with the UK’s Supacat, we are delivering
70 High Mobility Transporters for the British Army, with a potential
total requirement of up to 240 of these light armoured vehicles,
through a new dedicated production line, providing an operationally
capable and cost-effective protected mobility vehicle. There is
international interest in this platform with the opportunity to
develop an export sales pipeline. We are also supporting the UK
MOD and British Army’s shift to electric vehicles (EV) from 2030
through a new contract for EV conversion and trials of Land Rover
vehicles, to help the Army to understand the applications and
constraints of electric propulsion.

Aviation - opportunities in all our disciplines (training, MRO,
aerial emergency services and aviation technologies)

We see potential to materially grow our Canadian aviation business.

Initially, through the recent award of a c.£200 million, 10-year
helicopter emergency medical services contract commencing in
2025. Also, through our bid with joint venture partner Leonardo in

response to Canada’s Future Aircrew Training (FACT) programme for

military pilot training over 25 years.

If successful, this would further strengthen our international
aviation training capabilities and result in the Group delivering both
new platforms and new capabilities to the Royal Canadian Air
Force. The outcome is expected to be declared later in 2023.

In the UK, we are partnering with the UK Royal Air Force’s Rapid
Capability Office to progress a range of sustainable aviation
technologies that could minimise the environmental impact of
light aircraft flying training, for example sustainable aviation fuel.

Trading in the first quarter of FY24

Trading in the first quarter ended 30 June 2023 was in line with
expectations.

Outlook®

FY24 outlook: Our expectations for FY24 profitability and
cash flow are unchanged, although operating cash flow may be
weighted to the second half given the FY23 over-performance.
With c.£2.8 billion of revenue under contract at 1 April 2023
and around £700 million of framework orders expected to be
delivered in FY24, we are confident of another year of organic
revenue growth and further underlying margin expansion.

We also expect to reinstate a dividend in FY24, as indicated

in the April trading update.

Medium term guidance

Looking ahead, having successfully stabilised the Group and
through the ongoing execution of operational improvements to
enhance the risk profile of the business, over the next three-to-five
years, we believe we can:

 Deliver underlying operating cash conversion of at least 80%
* Achieve underlying operating margins of at least 8%
* Deliver average annual revenue growth in the mid-single digits

Year to year, there are a number of factors that could influence the
pace of achieving these targets, for example mobilisation of large
new programmes and phasing of lower capital intensity work, such
as Nuclear infrastructure, that could accelerate revenue but slow
margin expansion. We will continue to enter into new contracts
giving due consideration in each case to all relevant factors to
maximise shareholder value, and in particular to growth, risk and
capital intensity criteria.

David Lockwood OBE
Chief Executive

1. A defined Alternative Performance Measure (APM) as set out in the Financial Glossary on page 38

2. Excludes Type 31 loss of £100.1 million as described in Note 1 of the financial statements

3. Pro forma - excluding the revenue from disposed businesses of £421.6 million: UK civil training of £35.1 million and European AES of £386.5 million, both sold in

February 2023

4. Our FY24 outlook and medium-term guidance is based on FY23 results excluding the impact of disposals, the Type 31 loss and a £11.6 million one-off credit in Land.
Excluding these items, FY23 revenue was c.£4 billion, underlying operating profit was c.£265 million, and underlying operating margin was 6.6%
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Capital allocation
Our refreshed capital allocation framework is underpinned by a commitment to maintain strong balance sheet and investment-grade credit
rating, with a target leverage of 1.0x to 2.0x net debt to EBITDA.

The framework is aligned with our strategy to maximise value for our shareholders while balancing near-term performance and long-term
growth objectives.

Any further capital could be applied to the following three areas, prioritised according to the prevailing circumstances at the time that is
assessed by the Board to maximise shareholder value:

e Bolt on M&A - Opportunities that have a strong fit with the Group

e Pensions — Acceleration of our pension scheme obligations

e Returns - Further returns to shareholders of surplus capital

Capital allocation framework

Priorities FY23 progress Further capital options

0 Organic investment

Organic investment to strengthen .. . M&A
and grow the business gggggg ,,,—r;—,‘frsotzfgetrl,rt’ Bolt on opportunities with
a strong fit
e Financial strength
Maintain strong balance sheet and Leverage reduced to 1.5x, Pensions
investment grade credit rating S&P credit rating upgraded Acceleration of our pension
to BBB (Stable) scheme obligations

€) ordinary dividend

Pay an ordinary dividend . .
y nary awi Commitment to reinstate a Shareholder returns
dividend in FY24 Further returns to our shareholders

of surplus capital

Supports growth and shareholder returns

Other information

Dividend
No ordinary dividends have been paid or declared for the year ended 31 March 2023. We expect to reinstate a dividend in FY24.

Board changes

Two Non-Executive Directors retired in the period. In July 2022, Russ Houlden retired after two years of service and Kjersti Wiklund
retired in September 2022, after four years of service. Kjersti was succeeded as Remuneration Committee Chair by Carl-Peter Forster.

In December 2022, we welcomed Jane Moriarty as Non-Executive Director. In May 2023, the Board announced the appointment
of Sir Kevin Smith as Non-Executive Director with effect from 1 June 2023.
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Market review

Our defence and nuclear markets

Defence remains our largest market.

We have a critical role in global defence and security with operations
in UK, Australia, New Zealand, Canada and France. We also design
and manufacture equipment and systems for several other nations
including the US and South Korea. Our defence customers all have
increasingly complex requirements within a focus on value for
money, high utilisation of their assets, modernisation and flexibility.
These requirements are driven by:

e An unstable geopolitical environment, evolving threats and
unpredictable crises

e Budget constraints during high inflation

e The need to develop and apply enhanced technology to counter
new threats

 Disruption to supply chains
e Customer ESG requirements

Babcock’s strategy (on page 6) aims to deliver an attractive offering
for our customers: availability, affordability and capability.

Availability — Our customers require high utilisation of complex
assets, from ships and submarines to military and emergency
services aircraft and vehicles. Our fleet support and sustainment
models are increasingly geared to higher-value-add availability-
based solutions designed to optimise asset utilisation and reduce
lifetime costs.

Affordability — Our customers are also demanding value for money
on support programmes and new platforms. Our deep understanding
of our customers’ needs, and our ability to bring suppliers and
technologies together to deliver an integrated solution, enable us
to provide the affordability and flexibility they require.

UK defence
54% of FY23 revenue*

Market position — Our primary defence market is the UK, where we
provide critical support to all the UK’s armed forces. We remain the UK’s
second largest defence supplier with around 8% of total MOD
procurement spend and, as part of the Strategic Partnering Programme,
we are working with the UK Government and MOD across multiple
critical programmes to ensure the increasingly complex needs of our
armed forces are met.

UK defence spending rose to £46 billion in 2022, £3.6 billion higher
than 2021, an increase of around 9%, adjusted for inflation, with an
estimated c.£26 billion spent on MOD equipment, support and
infrastructure.

In March 2023, alongside the launch of the Integrated Review Refresh,
the Prime Minister announced an additional £5 billion for the MOD
over the next two years, to help replenish and bolster vital ammunition
stocks, modernise the UK’s nuclear enterprise and fund the next phase
of the AUKUS submarine programme. This included an ambition to
increase defence spending to 2.5% of CDP in the longer term.

* Pro forma FY23 revenue excludes c.£422m revenue from divested businesses

Capability — Our customers operate in complex and ever-changing
environments, which drives a continual need to adapt and enhance
capability. We apply our understanding of technology integration,
infrastructure management and specialist training to improve their
capability, whether it be through support or product solutions.

The continuation of the Russian invasion of Ukraine has led to a strong
response from defence markets. Defence budgets have, and are
planned to continue to increase, boosting capability and availability
of equipment, land assets, personnel and training, and to replace
donations to Ukraine. European countries continue to adapt their
defence budgets and alter their defence posture to increase force
readiness. NATO has agreed to enhance the size of the battle
groups in Eastern Europe while Finland and Sweden intend to join.
The crisis has also led to increased defence spending across the
Indo-Pacific, as assessments of Chinese intentions are updated,

and the Middle East.

During the year, the collaboration between Australian, UK and US
governments (AUKUS) announced the selection of a design variant
alongside a phased approach to deliver conventionally armed,
nuclear-powered submarines to Australia at the earliest possible
date. The collaboration also covers electronic warfare, information
sharing, defence innovation, autonomous systems, artificial
intelligence, and undersea capabilities.

UK and targeted international defence markets continue to offer
significant resilience and growth, alongside increased short, medium
and long-term potential, both through increased spend in our
existing markets and expansion into new markets.

Investor ESG concerns around defence companies have also been
challenged as commitment to defence is shown to be necessary to
preserving the liberal democratic order which is a prerequisite for
addressing the ESG agenda.

Opportunities — In the Government’s Defence Equipment Plan, £242
billion is intended to be spent on equipment procurement and support
over the next 10 years, which presents opportunities through: the
Defence Nuclear Enterprise (£68 billion including Submarines and
AWE), Defence Digital (£28 billion including defence IT systems and
services), Ships (£22 billion including T31 and T32) and Land
Equipment (£17 billion including Morpheus).

The War in Ukraine and growing global volatility is driving a need for the
MOD to: increase availability and resilience of in-service military platforms
and systems; develop new technology to sustain competitive advantage;
and integrate efforts with industry partners as well as strengthen and
increase the resilience of the industrial supply base, with a particular
focus on export success. All of these present opportunities for Babcock.

Risks - In FY23, £2.3 billion of our revenue came from direct MOD
spend, an increase of 7%. Increased spending from the MOD is spread
across major critical programmes such as Type 31, investment in naval
nuclear infrastructure and the Future Maritime Support Programme (FMSP).

As the UK’s second largest defence supplier, we recognise that this
represents a significant reliance on the UK MOD. We routinely review
reputational and execution risk on the volume of critical programmes in
which we are involved (see our Group principle risks, page 87).

The continually evolving international geopolitical and threat
environment may see reprioritisation of budgets away from traditional
large, complex platforms to smaller, uncrewed platforms and cyber.
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Australia and New Zealand defence
7% of FY23 revenue*

Market position - Babcock supports the armed forces of both
Australia and New Zealand. We are a strategic maritime sustainment
partner to both the Royal Australian Navy and the Royal New Zealand
Navy. In Australia we provide support to both Collins Class submarines
and surface ships including ANZAC class frigates, Canberra Class Landing
Helicopter Docks (LHD) and LHD landing craft. We strengthened this
position with the contract awards and extensions. In New Zealand we
provide asset management services, including engineering, project
management, production and operational support to the entire Royal
New Zealand Navy fleet, from frigates through to small boats.

We have also been awarded a contract to upgrade and sustain the
Australian Defence High Frequency Communication system (DHFC). This
builds on our proven DHFC experience in the UK and New Zealand and
reinforces our core capabilities in delivering technology-led, cutting-
edge solutions to support complex electronic defence programmes.

Opportunities — We are well positioned to take advantage of growing
opportunities in Australia. In April 2023, the Government announced
and accepted all recommendations from its Defence Strategic Review
(DSR), which concluded that the Australian Defence Force is not fit for
purpose, due to significant changes in strategic circumstances, and
identified six new priority areas. The DSR strongly supports acquisition of
nuclear-powered submarines including immediate infrastructure
development. It also recommends a continuous naval shipbuilding
programme, to ensure an optimal mix of tier 1 and 2 surface combatants,
consistent with a strategy of a larger number of smaller ships.

Canada defence
3% of FY23 revenue*

Market position — Babcock delivers Victoria In Service Support
Contract (VISSC) to sustain the Royal Canadian Navy's (RCN) Victoria
Class submarines. Working with the RCN, Babcock has transferred the
skills and expertise required to provide through-life support and
maintenance to submarines from the UK to Canada.

Opportunities — We continue to target large military aviation training

France defence
4% of FY23 revenue*

Market position — We have an established position in military aviation
training for fast jet pilot training and strengthened our position in the
military rotary wing maintenance, repair and overhaul (MRO) market,
including the provision of search and rescue aircraft and services for the
French Navy. We have now moved into land support in France.

Opportunities — Defence spending in France continues to grow with
clear opportunities in military aviation training and MRO, and armoured
vehicle MRO.

UK civil nuclear
4% of FY23 revenue*

Market position — Babcock is the only major UK-owned nuclear
services partner for Government and is unique in covering both the
defence and civil sectors. We provide complex services across civil
nuclear new build, operations and decommissioning in the UK, and
provide more limited services internationally.

Opportunities — Nuclear power is a key part of both the UK’s Net Zero
strategy and its energy security post-Ukraine. The Government’s Energy
Security Strategy published on 6 April 2022 announced a new body
called Creat British Nuclear (GBN).

By 2050 this body aims to bolster the UK’s nuclear capacity to up to 24
GW of electricity, or 25% of projected demand, through up to eight
new reactors, with one being approved each year until 2030.

* Pro forma FY23 revenue excludes c.£422m revenue from divested businesses
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The Government also announced immediate reforms to enable better
defence partnership with industry. The May 2023 budget reinforced
commitment to the DSR and AUKUS with $19 billion to implement
immediate priorities, including AUKUS and innovation.

Risks — Competition is strong, but we are developing our in-country
capability and credibility. We are now the regional leader in warship
sustainment and high frequency communications. Naval capability
upgrades however may be reduced while the fleet review is conducted.

AUKUS - the future submarine will be based on the UK’s Astute
replacement programme, incorporating technology from all three
nations. Australia and the UK will both operate AUKUS Class submarines
and will begin to build in domestic shipyards within the late 2020s.

From 2023, Australian military and civilian personnel will embed with
the UK and US Navies and submarine industrial bases. The US will also
increase port visits to Australia to accelerate training and development.
From the early 2030s, Australia intends to purchase three Virginia Class
submarines from the US with an option to buy two more.

The UK intends to deliver its first AUKUS Class submarine to the Royal
Navy in the late 2030s while Australia will deliver their first domestically
built submarine to the Royal Australian Navy in the early 2040s.

Babcock’s expertise and technical capabilities mean we are well placed
for opportunities in designing, building, and supporting the AUKUS Class
as well as development of nuclear submarine infrastructure, skills and
regulatory frameworks.

opportunities in Canada. The evolving geopolitical landscape is driving
Canada to re-assess its Defence Policy — with greater focus expected on
Continental Defence and Indo-Pacific Operations. This may offer
opportunities for Babcock, particularly in ship and submarine build and
sustainment, military training and mission systems.

Risks — A preference for well-established native competition could limit
Babcock’s exposure to further opportunities given our relatively modest
footprint in the country. Our current work is based around naval
engineering. This is highlighted as one of the Group’s principal risks,
see page 87.

There may also be some opportunity for the in-service support of
non-complex naval vessels and equipment, and for our mission systems
business in maritime autonomy. French and UK bilateral relations, are
reinforcing the relationship, announcing deeper cooperation on Ukraine
and renewed commitments to ensure that their military equipment is
interoperable.

Risks — Similarly to Canada, France has well established domestic
defence suppliers, often with some element of state ownership. As a
British company with limited infrastructure, we may struggle to
compete for some opportunities.

GBN also launched the new £120 million Future Nuclear Enabling Fund
(as part of a total £2.3 billion commitment) to provide targeted support
towards further nuclear projects. In November 2022, the Government
confirmed a £700 million investment in the new Sizewell C nuclear
power station. Subject to technology readiness, Small and Advanced
Modular Reactors (SMR/AMR) will form a key part of the nuclear project
pipeline. We are well positioned to take advantage of opportunities in
these areas.

Babcock has signed a Memorandum of Understanding (MoU) with US
nuclear reactor and fuel design engineering company X-energy to act
as its deployment partner for AMRs in the UK.

Risks — The UK decommissioning market continues to be challenging
suffering from programme procurement delays. In addition, historically
it has been hard to secure the necessary commitments to make new
nuclear power a reality.
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